Introduction
The choice of whether to repatriate earnings from a foreign subsidiary is one of the most important decisions in multinational financial management. This paper identifies the factors that shape repatriation policy, thereby illuminating the functioning of the internal capital markets of multinational firms.
Dividend repatriations represent sizable financial flows. In 1999, a year in which U.S.
corporations listed in Compustat had after-tax earnings of $516 billion and paid $198 billion in dividends to common shareholders, the foreign affiliates of U.S. multinational firms had after-tax earnings of $182 billion and repatriated $97 billion to the United States as dividends. The flows of capital analyzed in this paper consist of payments to multinational parents declared out of the income of foreign subsidiaries and do not include the repatriation of invested equity. As described below, tax considerations alone would suggest that dividend policies inside the firm would be irregular and lumpy. In contrast to these predictions, dividend repatriations are quite regularized and can be characterized by a process of partial adjustment first described by John Lintner (1956) . Multinational firms behave as though they select target payouts for their foreign affiliates, gradually adjusting payouts over time in response to changes in earnings.
Current dividends by affiliates rise by roughly 40 cents with every additional dollar of their aftertax profits. This pattern of persistent payouts appears not to be an artifact of other regularized investment or financing decisions at the affiliate level.
Comparing the behavior of foreign affiliates subject to different foreign tax rates, and foreign affiliates with differing organizational forms, illuminates the relevance of tax factors. As in Desai, Foley and Hines (2001) , the evidence indicates that firms pursue dividend payout policies designed in part to reduce tax obligations. Further analysis, however, reveals that tax minimization cannot explain a significant portion of observed dividend policies inside firms. Sharply distinctive tax treatments across organizational forms are associated with only modest differences in dividend policies. Indeed, some firms appear to engage in a variety of tax-penalized behavior involving the simultaneous repatriation of a dividend and investment of new equity in the same subsidiary.
Costly external finance may lead parent companies to seek cash dividends from their foreign affiliates to satisfy domestic financing and investment needs. Corporations paying dividends to common shareholders could, for example, fund these payments by triggering
repatriations. Comparing the dividend behavior of affiliates of publicly and privately held parent firms and introducing controls for parental dividend payouts indicates that a portion of external dividend payments are funded with repatriations from foreign affiliates. Surprisingly, however, only a small difference exists between the dividend repatriation policies of firms facing public capital market pressures to pay dividends to common shareholders and those not facing such pressures.
Financially constrained parents with profitable domestic investment opportunities might finance capital expenditures by drawing on the accumulated earnings of foreign affiliates. This possibility can be tested by measuring the extent to which the dividend policies of heavily leveraged firms in industries with high values of Tobin's q differ from the dividend policies of other firms. The evidence indicates that firms with significant domestic cash needs arising from a combination of attractive domestic investment opportunities and high degrees of leverage repatriate cash from foreign affiliates to meet these needs.
The inability to fully monitor foreign managers can also give rise to distinctive repatriation policies. Regularized dividend payments restrict the financial discretion of foreign managers, thereby reducing associated agency problems. Conflicts of interest are most apt to arise when ownership is divided, as local owners may influence managers to undertake transactions at other than market prices. The empirical results indicate that explicitly tax-penalized behavior is most common when affiliates are partially owned, suggesting that at least some of the regularization of dividend repatriations may be driven by control considerations inside the firm. Taken as a whole, the results demonstrate that traditional corporate finance concerns -taxation, costly external finance, and agency problems -typically emphasized with respect to arms-length financing decisions also influence the internal capital markets of multinational firms.
Section two of the paper summarizes tax and non-tax motivations for repatriation policies.
Section three describes the data and provides some descriptive statistics. Section four analyzes the repatriation policies of foreign affiliates of American firms. Section five is the conclusion.
Motivations for repatriation policies
Much of the previous work on dividend repatriations analyzes the effects of taxes.
Dividend repatriations from foreign affiliates to American parent companies are voluntary distributions with tax consequences that are functions of their magnitude and timing. American corporations owe taxes to the United States on their foreign incomes, but are entitled to defer U.S. tax liabilities on the unrepatriated portions of the profits of incorporated foreign affiliates.
The United States also permits firms to claim credits against U.S. taxes for any foreign income taxes paid on income remitted as dividends. Dividend repatriations from foreign subsidiaries to their American parents therefore generate U.S. tax liabilities that are functions of differences between foreign tax rates and the U.S. corporate tax rate.
Generally speaking, firms owe U.S. taxes based on the difference between the applicable foreign tax rate and the U.S. rate; if the U.S. tax rate exceeds the foreign tax rate, then the effective repatriation tax equals the difference between the two. If, instead, the foreign tax rate exceeds the U.S. tax rate, then dividends trigger no additional U.S. tax liability, and taxpayers can apply any difference against U.S. tax liabilities on other foreign income. A notable exception to this treatment is that the dividend flows from unincorporated foreign branch affiliates and incorporated foreign affiliates that are indirectly owned through certain other countries do not have U.S. tax consequences. U.S. taxes are due on foreign branch income as earned, regardless of whether or not dividends are paid. If an affiliate is indirectly owned by a parent using a holding company located in a country that does not tax dividend repatriations, then the firm can generally relocate affiliate profits without incurring U.S. tax costs. This distinction is important to the analysis of taxation and repatriation policies, as it is possible to isolate the relative importance of tax factors by comparing the policies of incorporated and unincorporated foreign subsidiaries.
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The desire to avoid U.S. tax liabilities is likely to influence dividend repatriations in relatively straightforward ways. Given that U.S. tax liabilities are triggered by repatriation, these tax liabilities can be deferred by reinvesting earnings abroad rather than remitting dividends to parent companies. 2 The incentive to defer repatriation is much stronger for affiliates in low-tax countries, whose dividends trigger significant U.S. tax obligations, than they are for affiliates in high-tax countries -particularly since taxpayers receive net credits for repatriations from affiliates in countries with tax rates that exceed the U.S. rate. 3 As a consequence of these incentives, dividend policies that maximize value are thought to be irregular and lumpy to facilitate the averaging of credits across countries with different tax rates.
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Previous studies of dividend repatriations emphasize these tax factors. For example, Hines and Hubbard (1990) analyze a cross-section of U.S. multinationals using IRS data from 1984, finding that tax considerations affect the timing of dividend repatriations. Other taxfocused studies of dividend policy inside the firm, such as Altshuler, Newlon, and Randolph (1995) , use repeated cross-sections to distinguish effects associated with transitory and permanent changes in tax costs. Altshuler and Grubert (2003) and Desai, Foley and Hines (2003) note that firms can defer repatriation tax liabilities by investing foreign profits in other foreign affiliates rather than repatriating profits to domestic parent companies, and provide evidence of the proliferation of organizational forms that facilitate such deferral. Finally, Desai, Foley and Hines (2001) calculate the efficiency costs of repatriation taxes using estimates of the responsiveness of repatriations to taxes in a panel setting.
There are strong reasons to expect dividend repatriation policies to reflect considerations other than merely tax factors. Since dividend repatriations represent significant financial flows, repatriation policies may reflect financing concerns of parents who draw on subsidiary cash flows to finance domestic expenses. Two examples of such domestic expenses are dividend payments to external shareholders and capital expenditures in home countries. Since external finance can be quite costly, particularly for firms already maintaining large amounts of external debt, dividend repatriations from foreign affiliates may offer an attractive source of finance for payments of dividends to common shareholders and domestic investment expenditures, despite possible associated tax costs.
Finally, the desire to control corporate managers around the world carries implications for dividend policies. A multinational firm's central management can use financial flows within the firm to evaluate the financial prospects and needs of far-flung foreign affiliates and to limit the discretion of foreign managers. In a 1998 speech to country managers, the CFO of Wyeth Pharmaceuticals identified several mechanisms of diversion by country managers, including using vendors to misappropriate corporate funds, employing unauthorized sales programs and trade promotions for personal benefit, and transacting with family-owned firms at the expense of the multinational firm. 5 As this observation suggests, it may be sensible to mandate dividend payments to police and monitor foreign managers, limit their ability to misallocate funds, and to extract returns on investments -much as public shareholders use dividends to monitor and control their firms.
Data and Descriptive Statistics
The In the BEA survey, data on dividend payments made by affiliates reflect only payments to stockholders declared out of current and prior period net income and therefore exclude other types of capital movement such as the repatriation of funds associated with the sale of equity.
Dividend payments from affiliates to their parents appear to be common, large, and persistent. Table 2 and elsewhere might reflect the impact of changing investment patterns. Table 3 presents the results of a number of regressions designed to explore this possibility. The first two columns of Table 3 present estimated coefficients for equations that are identical to those presented in columns 1 and 2 of Table 2 , with the exception that affiliate capital expenditure is added as an explanatory variable. This inclusion has very little impact on the estimated net income and lagged dividend coefficients, which are almost identical to the values reported in Table 2 . Furthermore, the estimated effects of affiliate capital expenditures are positive in the regressions reported in columns 1 and 2, which is inconsistent with a simple model in which dividend repatriations represent funds not used for foreign capital expenditures.
It is not necessary for foreign affiliates with attractive investment opportunities to reduce planned dividend payments to their American parents, since capital expenditures, as well as dividends, can be financed by net borrowing. Columns 3 through 6 of Table 3 report the results of regressions in which the sample of foreign affiliates is distinguished by the extent of local indebtedness. Affiliates with local debt/asset ratios that exceed median values for their industries are classified as having "high" local debt, while others are classified as having "low" local debt.
Affiliates with high local debt/asset ratios arguably have the least ability to use capital markets to obtain additional financing for their activities, and therefore might exhibit the greatest impact of capital expenditures on dividends.
The results reported in columns 3 and 4 of Table 3 indicate that affiliates with considerable debt have dividend payout ratios that are higher and more sensitive to income than are the payout ratios of affiliates with little debt. The 0.3167 and 0.0943 coefficients in column 4
together imply that heavily indebted affiliates increase their dividend repatriations by $0.41 for every additional dollar of foreign income, whereas affiliates without heavy debt obligations increase their dividend repatriations by $0.32 for every additional dollar of foreign income.
Inclusion of capital expenditures, and its interaction with high local borrowing, in the regressions reported in columns 5 and 6 changes these results very little. The regression reported in column 6 of Table 3 indicates that affiliate capital expenditures have statistically insignificant effects on dividend repatriations once affiliate debt levels are taken into account, with slightly smaller predicted effects in cases of heavily indebted affiliates.
Tax motivations
Tax considerations are likely to influence dividend policies inside firms, since firms have incentives to organize internal fund transfers in tax-conscious ways. The tax consequences of paying dividends are functions of affiliate organizational forms, whether parent companies own affiliates directly or indirectly, and local tax rates. The regressions reported in Table 4 include interactions of net income and lagged dividends with dummy variables for branches and indirectly owned incorporated affiliates in order to identify the extent to which dividend payout behavior differs between affiliates with different organizational forms and, consequently, differing tax motivations. Earlier analysis by Desai, Foley and Hines (2001) found that tax rate differences influence repatriations for directly-owned incorporated subsidiaries. The regressions reported in Table 4 build on that analysis to measure the extent to which dividends from branch affiliates and indirectly-owned affiliates are more or less sensitive to foreign tax rate differences than are dividends from directly-owned subsidiaries.
Foreign tax rates are likely to have smaller effects on dividend repatriations from branch affiliates and indirectly-owned affiliates than they are on dividend repatriations from directlyowned subsidiaries. Dividend repatriations by foreign branches do not have U.S. tax consequences, since the United States taxes foreign branch income whether or not it is repatriated as dividends. Dividend payments from foreign affiliates that American companies own indirectly through other foreign affiliates will not trigger a home country tax liability unless the recipient resides in a jurisdiction that taxes foreign source income. Since many of the foreign affiliates of American corporations that are conduits for indirect ownership are judiciously located in countries that do not tax foreign income, it is unlikely that dividend payments from affiliates to indirect owners generate U.S. tax liabilities.
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The results reported in column 1 of Table 4 suggest that organizational form differences have only very minor implications for the general nature of dividend payout processes. Investigating country-level variation in the tax cost of paying dividends provides a finer measure of the importance of tax motivations for affiliates. The regression reported in column 2 of Table 4 includes country tax rates interacted with affiliate net income in addition to the variables used in the regressions reported in column 1. Country tax rates are measured by calculating ratios of foreign income taxes paid to the sum of foreign income taxes and net income for each affiliate observation, then using medians of these rates as country-level observations for each country and year. 13 High foreign tax rates reduce the cost of paying dividends from directly-held foreign subsidiaries to American parent companies, since doing so generates accompanying foreign tax credits that offset the associated U.S. tax liability.
The results reported in column 2 of Table 4 confirm that tax costs affect the long-run payout ratios of incorporated affiliates. The estimated 0.4085 coefficient on the interaction of country tax rates and net income reported in column 2 is both large and statistically significant, indicating that affiliates set higher payout ratios in countries where paying dividends generates larger foreign tax credits and therefore lower home country tax liabilities. 14 Looking at the value of the interaction of country tax rates and net income across organizational forms provides additional evidence of the impact of home country tax considerations on affiliate dividend payments. The estimated -0.5058 coefficient on the interaction of country tax rates, net income, and the indirect ownership dummy variable implies that tax rates do not influence payout ratios of indirectly owned affiliates. The sum of this coefficient and the coefficient on the country tax rate interacted with net income is -0.0973, and it does not differ significantly from zero. This is consistent with the tax incentives facing indirectly owned affiliates, and the way in which they differ from the incentives facing separately incorporated affiliates. The estimated -0.0469 coefficient on the interaction of country tax rates, net income, and the branch dummy likewise indicates that tax effects on repatriations are likewise mitigated in the case of foreign branches, which is consistent with their incentives. The inclusion of parent fixed effects in column 4 and use of a Tobit specification in column 6 produce similar results. 15 In these specifications, the payout ratios of branches as well as indirectly owned affiliates do not vary with tax rates in a statistically significant way.
The evidence indicates that incorporated affiliates adjust long-run payout ratios to reflect tax costs. 
Parent company cash needs
One straightforward explanation for the presence of Lintner-like patterns inside the firm is that the demands of diffuse shareholders in public capital markets are translated into demands for dividend repatriations inside the firm. Parent firms that feel obliged to pay dividends to common shareholders might draw on financial resources available in foreign affiliates, thereby triggering dividend repatriations. This process is likely to be strongest in cases of firms with significant foreign earnings, in view of the widely documented tendency to pay greater dividends out of $1 of foreign earnings than $1 of domestic earnings. 17 Another possibility is that parent companies with attractive domestic investment opportunities will draw on the resources of their foreign affiliates, with these resource flows taking the form of dividend repatriations. Figure 3 do not control for affiliate profitability and other characteristics that are likely to influence repatriations, it is necessary to include these characteristics as independent variables in order to identify more precisely the impact of cash demand by parent companies.
A comparison of the dividend policies of affiliates whose parents face different degrees of exposure to public capital markets offers a test of the hypothesis that needs for domestic financial resources to pay dividends to common shareholders are strong enough to drive repatriation policies. Table 5 reports the results of affiliate payout regressions that take explicit account of the ownership of parents companies, and, in the case of publicly-held companies, their dividend policies. The dependent variable in the regressions reported in Table 5 is dividend repatriations from affiliates to their parents. The first column of Table 5 is limited to the sample of affiliates whose parents do not appear in Compustat in order to capture those affiliates that do not face the demands of public shareholders. 19 The implied desired steady-state payout ratios Table 5 , and in the Tobit specifications reported in columns 7 and 8.
Columns 3, 6, and 9 of Table 5 report estimated coefficients from payout equations for affiliates of Compustat firms, in which a variable intended to capture parental financial pressure stemming from financial flows to common shareholders is included as an independent variable.
The variable "parent dividends to shareholders interacted with relative assets" is the product of parent dividends and the ratio of affiliate assets to total firm assets. If parents finance dividends to shareholders with funds drawn from all parts of the firm in proportion to assets, then an affiliate should be expected to remit a dividend to its parent equal to the value of this variable.
Hence if parental pressures determine repatriation policies in this manner, the estimated coefficient on this variable would be close to unity.
The estimated coefficients on "parent dividends to shareholders interacted with relative assets" in the OLS specifications equal roughly 0.14, differing significantly from one. Parental financial pressures as measured by dividends to common shareholders explain some, but only a modest portion, of affiliate dividend payouts. In addition, estimates of desired steady-state payout ratios and adjustment parameters are not significantly affected by inclusion of the "parent dividends" variable on the right side. The OLS results, reported in columns 3 and 6 of Table 6 analyze whether highly levered parent firms repatriate funds from their foreign affiliates when facing attractive domestic investment opportunities, and measure the extent to which such repatriations account for the regularized patterns of payout policy.
The dependent variable in the regressions reported in Table 6 is total repatriations received by parent companies from all of their foreign affiliates. Since these regressions consider the impact of financing needs at the parent company level, the unit of observation is a parent-year cell. Column 1 of Table 6 reports a regression that is simply an aggregated (at the parent level) version of the regression reported in column 2 of Table 2 , with a very similar estimated coefficient on net income and a somewhat larger coefficient on lagged dividends. The regression reported in column 2 of Table 6 adds an interaction between affiliate income and parent leverage, with parent leverage defined as the ratio of total domestic liabilities to total domestic assets reported to the BEA. The estimated coefficients on aggregate affiliate net income and aggregate lagged dividends reported in column 2 imply that parents with zero leverage have a target payout ratio of 50.8 percent, in contrast to the implied target payout ratio from column 1 of 61.1 percent. The coefficients in column 2 also imply that target payout ratios are a function of leverage, as firms with leverage ratios of one have target payout ratios of 70.9 percent.
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In evaluating whether foreign resources are deployed to finance domestic investment by financially constrained firms, it is useful to consider the combined impact of leverage and current The evidence in Table 6 indicates that the combination of high leverage and significant investment opportunities motivates firms to increase target payout ratios for their foreign affiliates. While the regressions reported in Table 6 provide evidence that foreign earnings are an important source of finance for domestic investment, these results also indicate that the Lintner process that characterizes dividend repatriations is not a manifestation of this financing channel alone. The coefficients in columns 3 and 4 indicate that firms with no leverage and above-average investment opportunities still pursue Lintner-like policies, as do firms with below-average investment opportunities regardless of their leverage. Consequently, it is necessary to entertain additional explanations for the determinants of dividends inside the firm.
Dividends and incomplete ownership
Incomplete ownership of foreign affiliates reduces the ability of parent companies to monitor and control foreign managers. Partial ownership of foreign affiliates by local firms in host countries increases the risk that a manager will pursue related party transactions not in the interest of the multinational parents. In such a setting, a rigid repatriation policy may help to control foreign management by limiting its financial discretion.
In order to investigate the extent to which regularized dividend payments are used to mitigate problems arising from incomplete ownership, the regressions presented in Table 7 consider the determinants of regularized payment of dividends by constructing a measure of the regularity of dividend payments for firms that appear in the sample frequently. Specifically, the first three columns of the table report estimated coefficients from OLS regressions in which the dependent variable is the fraction of years in which dividends are paid by affiliates appearing in the sample at least five times. The positive estimated coefficients on the country tax rate variable across the specifications presented in columns 1 through 3 are consistent with the tax incentives that affiliates face, since higher foreign tax rates reduce U.S. obligations upon repatriation.
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Columns 2 and 3 of Table 7 add a partial ownership dummy that equals one if the American parent owns less than 100 percent of an affiliate and equals zero otherwise. 25 The results reported in columns 2 and 3 indicate that partially-owned affiliates pay dividends most frequently; the estimated coefficients imply that partially owned affiliates pay dividends in nine percent more years than do wholly owned affiliates.
One of the strong implications of the U.S. tax treatment of foreign income is that American multinational corporations should not simultaneously remit dividends from low-tax foreign locations and transfer equity funds into the same foreign locations. Doing so generates a home-country tax liability that could be easily avoided simply by reducing both dividends and equity transfers. Nevertheless, the data indicate that American multinational firms engage in this tax-penalized behavior. Indeed, Figure 4 documents that the likelihood of paying a dividend is the same across the sample period regardless of the contemporaneous change in paid-in-capital.
The regressions presented in columns 4-6 of Table 7 examine the determinants of tax-penalized behavior, in order to test whether this behavior is driven by situations in which parent firms impose rigid repatriation policies in reaction to partial ownership of affiliates.
Columns 4-6 of Table 7 report regressions run on the sample of affiliate-years for which parent companies increased paid-in affiliate capital. The table reports estimated coefficients from Probit specifications in which the dependent variable equals one if the affiliate paid a nonzero dividend to its parent and equals zero otherwise. The large positive estimated coefficients on the country tax rate variable indicates that affiliates in high tax rate countries are the most likely to pay dividends while receiving equity transfers from their parents, which is consistent with their tax incentives. For parents without excess foreign tax credits that have affiliates located in countries with high tax rates, it can be advantageous to remit dividends while simultaneously transferring equity funds from the parent, since doing so generates foreign tax credits that can profitably be used to reduce tax burdens on other income. The estimated positive coefficients on the partial ownership dummy variable is consistent with the results reported in columns 2-3 that parent companies require partially owned affiliates to pay regular dividends;
indeed, estimates from column 5 imply that the effect of partial ownership is similar to the effect of a 100 percent higher tax rate. The dividend behavior of partially owned affiliates differs significantly from that of affiliates that are wholly owned by their parents.
Conclusion
The foreign affiliates of American multinational corporations follow well-defined repatriation policies that entail gradual adjustment of payouts in the direction of targets that (2002) elaborates on the tax rules that apply to U.S. multinational corporations, and the incentives that they create. It is noteworthy that parent companies with excess foreign tax credits (generated from foreign operations that are taxed at rates exceeding the U.S. tax rate) do not incur contemporaneous U.S. tax liabilities when repatriating additional income, though they must expend foreign tax credits, which might otherwise have been carried into future years, when repatriating income from low-tax locations.
3 Hartman (1985) applies the "tax capitalization" or "new view" logic to the multinational firm in order to suggest that repatriation taxes need not affect multinational dividend policy if current repatriation tax conditions are not expected to change.
In practice, there is ample evidence (see Altshuler, Newlon and Randolph (1995) ) that conditions do change over time, thereby making it attractive to repatriate dividends opportunistically. Since excess foreign tax credits cannot be carried forward and back in time without loss of present value, even firms in unchanging tax situations face incentives to combine dividend repatriations from affiliates in high-tax and low-tax locations. Such strategies are costly and not always available, as a result of which repatriation taxes discourage dividend repatriations from affiliates, particularly those in low-tax countries. Aggregate data reported by Luttrell (1999) indicate that American corporations had foreign taxable income of $114 billion in 1995, which was thereby responsible for an aggregate U.S. tax obligation of approximately $40 billion. American corporations were able to claim $31 billion in foreign tax credits for taxes paid and accrued in 1995, and had (limited) access to an additional $6 billion of foreign tax credit carryforwards, thereby producing a U.S. tax liability of between $3-9 billion on foreign income earned that year. The
United States Congress, Joint Committee on Taxation (1997) estimates that deferral of U.S. taxation of unrepatriated foreign earnings saved American corporations $1.2 billion in 1998. This evidence suggests that taxpayers are unable to find costeffective methods of avoiding all of their U.S. tax liabilities on foreign income.
4 Some host countries, particularly among low-income countries in the earlier years of the sample, limit dividend repatriations through the use of capital controls. Desai, Foley, and Hines (2004) (2002) presents results from estimating separate firm-specific Lintner parameters for each multinational group in the BEA panel, reporting findings that match those obtained from regressions in which each firm is restricted to having the same parameters (which vary according to observable firm characteristics). 9 The basic Lintner specification in column (1) of Table 2 omits a constant term. In his original study of dividends, Lintner included a constant, but he examined the behavior of aggregate dividends, not dividends of individual firms. Subsequent research presents some evidence in favor of including a constant (see, for example, Choe (1990) ) and some evidence in favor of suppressing it (see, for example, Fama and Babiak (1968)). The results presented here do not materially change if a constant is included. For an analysis of these data using a Lintner specification that includes a constant, see Desai, Foley, and Hines (2001) .
10 See Altshuler and Grubert (2003) and Desai, Foley and Hines (2003) .
11 This exercise takes an affiliate's organizational form to be independent of its repatriation policy. Multinational firms choose whether to make their affiliates foreign branches or foreign subsidiaries; to the extent that these choices are dictated by anticipated future repatriation rates, then a comparison of repatriation rates between affiliates with different organizational forms will overstate the impact of tax rate differences. Other characteristics differ between branches and subsidiaries that could be correlated with tax rates and repatriation proclivities. Branch affiliates are concentrated in certain industries, including petroleum, wholesale trade, and services, though not entirely; in the 1997 sample, 26.4 percent of branch affiliates were in nonpetroleum manufacturing, compared with 52.1 percent of incorporated affiliates. While the geographic distribution of branches and subsidiaries was not identical, the median foreign tax rate paid by branch affiliates in 1997 was 30.4 percent, compared to 31.1 percent for incorporated affiliates. Based on this information there is no strong reason to suspect that a comparison of the repatriation patterns of branches and subsidiaries would encounter difficulties due to spurious correlation with local tax rates.
12 Indirect ownership as defined in these regressions corresponds to zero direct ownership by the parent company. Changing the dummy variable to indicate any nonzero indirect ownership does not change the results. 13 Affiliates with negative net income are excluded for the purposes of calculating country tax rates. Desai, Foley, and Hines (2001) provide a complete description of the properties of country tax rates and alternative methods of their calculation.
14 The U.S. Tax Reform Act of 1986 changed the way in which foreign tax credits were calculated, as a result of which, firms faced stronger incentives to adjust their dividend repatriations in response to transitory tax rate changes before 1986 than they did after 1986. Additional regressions (available from the authors) indicate that repatriations responded more sharply to tax differences in the years before 1986 than they did after 1986.
15 Desai, Foley and Hines (2001) note that tax incentives may vary between affiliates located in the same country. Incorporating this variation, along with instrumenting for the affiliate tax rate with a country tax rate, provides an additional test of the tax motivations of dividend policy inside the firm -although the results are largely unchanged.
16 Some countries also impose small withholding taxes on repatriations from foreign subsidiaries and foreign branches. Using the BEA data to measure the magnitude of these withholding tax rates, and adding withholding taxes as separate independent variables, produces results (available from the authors) that indicate that withholding taxes discourage repatriations, though the effects of other variables closely resemble those reported in the paper. 17 See Hines (1996) , who reports that $1 of foreign profitability has 3-4 times the effect on dividend payments to common shareholders than does $1 of domestic profitability. Hines attributes the difference to the use of dividends to signal profitability, which may be more difficult for the market to verify in the case of foreign earnings; Bodnar and Weintrop (1997) attribute the same phenomenon to the greater growth prospects of foreign earnings. 18 Values of q are measured as the ratio of the book value of assets plus the difference of market and book values of equity to the book value of assets. These firm-level q's are categorized into three-digit BEA industry categories, and the median firm value of q within an industry is the industry level q. Firm-level regressions (not reported) of domestic investment on this measure of q provide a positive and significant coefficient on q.
19 While it is possible that such non-Compustat firms are not privately held but are instead foreign-based and therefore not listed on an American exchange, manual inspection of the data suggest that this is rarely the case. 20 Desai, Foley and Hines (2002) report similar patterns in their analysis of the impact of ownership transitions, as when private firms are taken public and publicly owned firms are taken private in leveraged buyouts. Neither type of ownership transition appears to be associated with significant changes in dividend policies. 21 See, for example, Lang, Ofek and Stulz (1996) . 22 The 70.9% target payout ratio is calculated as (0.2729+0.1074)/(1-0.4633). A comparison of leverage ratios from zero to one encompasses ninety-five percent of the sample. 23 The q measure of investment opportunities is derived from firm-level data and, as a consequence, captures firm worldwide investment opportunities rather than merely domestic investment opportunities. Since the majority of investment and business activity by American firms is domestic, it follows that measured q primarily reflects domestic opportunities, but it is possible that high values of q could be associated with greater desired foreign investment, which would reduce the incentive to repatriate funds from abroad, and reduce the effect of investment opportunities on repatriations as measured in Table 6 . 24 In these specifications, tax rates are averaged across all years for which the affiliate is in the sample. As a consequence, measurement of relative tax incentives is somewhat noisy. 25 All affiliates in the sample are majority-owned, so partial ownership is defined as more than 50 percent but less than 100 percent ownership. 0% 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Share of payers last year that pay again -all affiliates 0% 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 0% 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Share of PIC increasers paying dividends Share of PIC decreasers paying dividends Share of PIC nonchangers paying dividends Tables 2-5 . Measures of dividends, net income and capital expenditures are in thousands of nominal U.S. dollars. Branch Dummy is equal to one for affiliates that are organized as branches, and Indirect Ownership Dummy is equal to one for separately incorporated affiliates for which the parent holds an indirect ownership claim. Parent Dividends to Shareholders Interacted with Relative Assets is the interaction of parent dividends to common shareholders as reported in Compustat and the ratio of affiliate assets to consolidated firm assets as reported in Compustat. Panel B presents descriptive statistics of parent-level annual data used in the analysis presented in Table 6 . Dividend payments by affiliates to parents and affiliate net income are aggregated across affiliates within parent systems. Panel C displays affiliate-level data that are studied in columns 1-3 of Table 7 . The Percent of Affiliate Dividend Payments is computed across all years an affiliate appears in the sample. Measures of country tax rates and the log of GDP per capita are averages of these variable for a particular affiliate across years in which the affiliate appears in the sample. The Partial Ownership Dummy is equal to one if the affiliate is ever partially owned. Panel D presents sample statistics for the subsample of the sample described in Panel C for which parents increase their paid-in capital in the affiliate. Results of analyzing these data appear in columns 4-6 of Table 7. (1) Note: The dependent variable in all specifications is the dollar value of dividend payments by majority-owned affiliates. "Net Income" is the after-foreign tax net income of the affiliate. "Lagged Dividend Payments" is the dollar value of dividend payments by the affiliate in the previous year. Column 1 presents an OLS specification without fixed effects. Column 2 presents an OLS specification with parent fixed effects. Column 3 presents an OLS specification with affiliate fixed effects. In columns 1 through 3, heteroskedasticity-consistent standard errors are presented in parentheses. Column 4 presents a Tobit specification with standard errors presented in parentheses.
(1) Note: The dependent variable in all specifications is the dollar value of dividend payments by majority-owned affiliates to parents. "Net Income" is the after-foreign tax net income of the affiliate. "Lagged Dividend Payments" is the dollar value of dividend payments by the affiliate in the previous year. "Capital Expenditures" is the dollar value of capital expenditures performed by the affiliate. The "High Local Debt Dummy" is computed by first calculating the ratio of an affiliate's local debt to its assets. An affiliate that has a ratio higher than the median in its industry in a particular year is assigned a value of one while an affiliate with a ratio below the median is assigned a value of zero. Columns 1, 3, and 5 present OLS specifications without fixed effects. Columns 2, 4, and 6 present OLS specifications with parent fixed effects. Heteroskedasticity-consistent standard errors are presented in parentheses. Note: The dependent variable in all specifications is the dollar value of dividend payments by majority-owned affiliates. "Net Income of Affiliate" is the after-foreign tax net income of the affiliate. "Lagged Dividend Payments" is the dollar value of dividend payments by the affiliate in the previous year. "Interaction of Country Tax Rate and Net Income" is the product of the annual median tax rate paid by affiliates in a host country and "Net Income of Affiliate." "Branch Dummy" takes a value of one if the affiliate is organized as a branch, and zero otherwise. "Indirect Ownership Dummy" takes a value of one if the affiliate is one hundred percent indirectly owned, and zero otherwise. The interaction terms interact "Branch Dummy" and "Indirect Ownership Dummy" with "Net Income of Affiliate," "Lagged Dividend Payments," and "Interaction of Country-Tax Rate and Net Income." Columns 1 and 2 present OLS specifications without fixed effects. Columns 3 and 4 present OLS specifications with parent fixed effects. In columns 1 through 4, heteroskedasticity-consistent standard errors are presented in parentheses. Columns 5 and 6 present Tobit specifications, and standard errors appear in parentheses. Note: The dependent variable in all specifications is the dollar value of dividend payments by majority-owned affiliates of non-Compustat firms (columns 1, 4 and 7) and for majority-owned affiliates of Compustat firms (columns 2, 3, 5, 6, 8, and 9) . "Net Income of Affiliate" is the after-foreign tax net income of the affiliate in the same year. "Lagged Dividend Payments" is dollar value of dividend payments by the affiliate in the previous year. "Parent Dividends to Shareholders Interacted with Relative Assets" is the product of parent dividends to shareholders with the ratio of affiliate assets to total consolidated assets of the parent. The sample in columns 1, 4 and 7 is restricted to those affiliates without parents listed by Compustat, while the sample in all other columns is all affiliates with parents listed by Compustat. Columns 1, 2 and 3 present OLS specifications without fixed effects. Columns 4, 5 and 6 present OLS specifications with parent fixed effects. In columns 1 through 6, heteroskedasticity-consistent standard errors are presented in parentheses. Columns 7, 8, and 9 present Tobit specifications, and standard errors appear in parentheses.
High Local Debt Dummy Interacted with Capital Expenditures

Affiliates of non-
Sample:
Low q Sample High q Sample Note: The dependent variable in all specifications is the dollar value of dividend payments by majority-owned affiliates aggregated across affiliates in a parent system. "Aggregate Net Income" is the aggregated after-foreign tax net income of affiliates within a parent system. "Parent Leverage" is the ratio of parent firm domestic current liabilities and long term debt to parent firm domestic assets. "Aggregate Lagged Dividend Payments" is the aggregated dollar value of dividend payments by affiliates within a parent system in the previous year. All of the specifications are OLS specifications with parent fixed effects. The sample in the first two columns includes all parents in all years. Columns 3 and 4 split the sample into subsamples depending on whether a parent's industry q is below or above the sample median, respectively. Heteroskedasticity-consistent standard errors are presented in parentheses. Note: The sample in columns 1-3 consists of all affiliates that report dividends five or more times. The dependent variable in columns 1-3 is the share of reported dividend payments that are positive. In columns 1-3, "Country Tax Rate" is the median tax rate in the country in which an affiliate is located averaged over all years that affiliate appears in the sample. "Partial ownership dummy" takes the value of one if the affiliate is not wholly-owned in any of the years the affiliate appears in the sample. "Log of GDP per capita" is the log value of GDP per capita averaged over all years the affiliate appears in the sample. The sample in columns 4-6 consists of those affiliate-years where a parent increases the paid-incapital of the affiliate. The dependent variable in columns 4-6 is a dummy that takes the value one if the affiliate pays a dividend in that year, and is zero otherwise. In columns 4-6, time-varying measures of the independent variables are used. Heteroskedasticity-consistent standard errors are presented in parentheses. 
